AGENDA
EXECUTIVE FINANCE COMMITTEE
October 23, 2008 at 1:30 P.M.
Location: Treasury Conference Room, KC Admin. Bldg., Room 610 (6™ Floor)

Committee Members: Councilmember Larry Phillips, Chair; Bob Cowan, Director OMB; Ken Guy, Director FBOD;
Jim Buck, County Administrative Officer

Staff: Scott Matheson, Interim Treasury Operations Manager; Mike Smith, Investment Officer;
Dave Turley, Financial Accounting Supervisor

AGENDA ITEMS ‘
1. Action: Approval of Minutes of the September 25, 2008 Executive Finance Committee meeting. (page 2)

2. Briefing: Update on impaired investments.
Ken Guy, Finance Director

3. Briefing: Update on action plan related to Motion No. 12796 — “Investment Pool Advisory Panel Report™: (pages 3-12)
Ken Guy, Finance Director '

4. Briefing: Draft Investment Policy (Handout)
Ken Guy, Finance Director

5. Briefing: September 2008 Investment Summary
¢ Investment Purchase Summary (page 13)
Reverse Repo Analysis and Policy Compliance (page 14)
Residual Investment Fund Summary (page 15)
Issuer Diversification and Credit Exposure Report (page 16)
Investment Performance Review & Impaired Pool Summary (pages 17-23)
Interest Rate Summary (page 24)
Mike Smith, Investment Officer

6. Action: Committee’s direction for investment of idle cash balances of specific County funds not needed for immediate
expenditure.

Staff Recommendation: Direct the Treasury to maintain the maximum average duration of the core portfolio at the
1.25 to 1.8 year range (no change from last meeting) and the maximum average maturity for the liquidity portfolio at
30 to 100 days (no change from last meeting).

Mike Smith, Investment Officer

7. Briefing: Interfund Borrowing for September 2008
e Automated Lending & Borrowing. County Tier 2 Funds — Interest on Interfund Loans (page 25)
e Pooled Tier 1 County Funds with Negative Cash Balances (pages 26-27)
e Excluded County Funds with Negative Balances - Tier 2 Funds Not Paying Interest (page 28)
Dave Turley, Financial Accounting Supervisor

o Interfund Loans Among Non-County Funds (pages 29-30)
e Interfund Borrowings — EFC Approved Loans (page 31)
Mike Smith, Investment Officer

8. Executive Session: Discussion of potential litigation with legal counsel (RCW 42.30.110, (1)(@).)

OTHER BUSINESS
e Schedule November/December EFC meeting
ADJOURNMENT
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MINUTES
EXECUTIVE FINANCE COMMITTEE

September 25, 2008
The Executive Finance Committee (EFC) Meeting was held September 25, 2008 at 1:30 p.m.

Members Present  Others Present Others Present (Continued) Others Present (Continued) Members Absent
Bob Cowan Kevin Fuhrer, Covington WD Jeff LeMunyan Hall Walker Larry Phillips
Ken Guy Tzeghe Makonnen Caroline McShane Scott Matheson
Jim Buck Tim Aratani William Nogle Mike Smith

Tom Lienesch Pete Anthony Tom Brown

Bill Greene Dave Turley Peggy Pahl

Gary Prince

ACTION ITEMS
1. Minutes — The Committee approved the Minutes of the August 28, 2008 EFC meeting.

2. Interfund Loan — The Committee unanimously approved the request by the Wastewater Treatment Division (ARMS
fund 3611) to borrow up to $300 million through February 28, 2009

3. Investment Direction — The Committee approved the Treasury recommendation to maintain the maximum average
duration of the core portfolio at the 1.25 to 1.8 year range and maintain the maximum average maturity for the liquidity
portfolio at 30 to 100 days.

BRIEFINGS

1. Diesel Price Stabilization Program — The Committee was briefed on DOT’s proposal to use exchange traded futures to
reduce the price volatility of obtaining diesel fuel. Highly volatile fuel prices have complicated the DOT’s budgetary
process. Currently they are using long-term fuel purchase agreement through their fuel vendor to lock in prices, but
using NYMEX futures could be more cost effective than this method. DOT personnel also explained the risks of such a
program to the Committee and stated that further review by County agencies and the Prosecuting Attorney’s Office
would be undertaken before this program would be implemented.

2. Update on Impaired Investments — The Committee was informed that three of the four impaired securities had now had
restructuring auctions. Victoria Finance is the last program to be restructured. The Committee was told that Cairn
Capital was working on the analysis for Victoria and that this analysis will be shared with the Committee when it arrives.
The Committee also discussed the possibility of selling Victoria prior to the official restructuring. However, this would
be dependant on how the market prices compared to Cairn’s recovery estimate.

3. Update on Action Plan, Motion No. 12796 —The Committee reviewed the three briefing papers concerning establishing
an investment pool advisory committee, custodian bank options, and accounting practices. The Committee was reminded
that the Interbranch Workgroup’s deadline for reporting back to the County Council was October 1%

4. Interfund Borrowing — The Committee was provided a review of interfund borrowings during August 2008.

5. Investment Review for August 2008 — The Committee was provided a review of investment performance, activity, and
the distribution of investment holdings by maturity, security type, credit rating, and issuer. Analysis of actual versus
budgeted amounts for Pool earnings and fees were reviewed. Reverse repurchase activity for the month was also
reviewed, and the Committee was briefed on the current interest rate and economic environment.

EXECUTIVE SESSION

No Executive session was necessary.

OTHER BUSINESS
The Committee was informed that the Snoqualmie Valley Hospital and received a $3 million line-of-credit from a local bank.
However, the Committee directed that a letter be sent to the district informing them that the district’s future negative cash

balances would result in their warrants becoming interest bearing.

Scott Matheson, Interim Treasury Manager
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INVESTMENT PURCHASES SUMMARY

SEPTEMBER 2008
OVERNIGHT REPOS

TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
CREDIT SUISSE 21 $2,766,000,000 1.29 2.21%

U.S. AGENCY DISCOUNT NOTES
TOTAL FACE AVG AVG
DEALER BUYS AMOUNT TOTALCOST DAYS YIELD
BANK OF AMERICA 2 $ 80,000,000 $ 78,885444 163.58 3.16%
DEUTCHEBANK 1 25,000,000 24,839,375 90.00 2.62
CREDIT SUISSE 7 337,000,000 333,450,642 139.45  2.41
LEHMAN BROTHERS 4 263,861,000 262,386,836 82.29 2.3l
MERRILL LYNCH 1 21,000,000 20,823,775 106.00 291
SMITH BARNEY 2 75,000,000 74,202,729 15400  2.55
UBS 2 100,000,000 99,362,083 92.50 2.54
TOTAL 19  $901,861,000 $893,865920 119.88 2.53%
CERTIFICATES OF DEPOSIT

TOTAL AMOUNT AVG AVG
DEALER BUYS OF REPOS DAYS YIELD
BANK OF AMERICA 4 $ 100,000,000 174.25 3.00%
KEY BANK 1 193,700 42 1.72
U.S. BANK 4 $ 100,000,000 186.75 2.90

TOTAL 9 $ 200,193,700 180.37 2.95%
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DATE:

Maturity Range

1 - 29 Days
30 - 59 Days
60 - 89 Days
90 - 119 Days
120 - 149 Days
150 - 179 Days
180 - 364 Days
1 - 2 Years '
2 - 3 Years
3 - 4 Years
4 - 5 Years
5+ Years

TOTAL

Security Type

RESIDUAL INVESTMENT SUMMARY

10/20/2008

Amount
Invested

675,621,242
718,595,734
620,107,968

227,733,181

347,234,146

173,023,611 -

312,015,625

394,422,324

164,802,001
174,993,135
50,000,000
72,520,427

3,931,069,395

Repurchase Agreements
Certificates of Deposit
State Investment Pool
Commercial Paper

Bankers'
Treasuries
Agencies

Acceptances

Mortgage Backed Securities

Municipals

TOTAL

Average vield

Average Days to Maturlty =

Percent of
- Portfolio

17.
18.
15.

OWUIN O WD oW WN

o o dP of o o o -0 o oP of of

B Lo
HED DO R ouU

100.

Amount
Invested

39,000,000
256,410,938
362,324,681

0

0

326,600,010
2,856,878,339

72,520,427

17,335,000

3,931,069,395

2.89%

340.66
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Cumulative
Percentage

35.
51.
57.

. 65,

- 70.

' 78.

~ 88.
92.
96.
98.

100.

Percent Of
Portfolio

) J
OCFRNWBOOWOARR

O JWOoOONUIO

o0 0P o o o o o o o

100.

0P O AP o O° O dP AP of o° o

o
o°

Average
Yield

.28%
.49%
.54%
.82%

.69%
.40%
.31%.
.21%
.26%
.13%
.51%

BUUTUTWRNRONNNDNN

Limits

40%
20%
100%
25%
40%
~100%
75%
- 25%
20%

L70% o



RESIDUAL INVESTMENT POOL
ISSUER DIVERSIFICATION AND CREDIT EXPOSURE

9/30/08
Credit Agency Ratings (1 Bank Ratings (2}
CDs -7.5% PER ISSUER. IDC RATING: 3 OR BETTER Book Value % of Portfolio S&P Moody's  Fitch IDC CAEL""
U.S. Bank 100,000,000.00 2.5% A1+ P-1 F1+ 1 2
Bank of America 100,000,000.00 2.5% A-1+ (NW) P-1 Fi+ 2 3
Key Bank 75,910,938.00 1.9% A-1 P-1 F1 1 4
Washington Federal S&L 50,000,000.00 1.2% F1 1 2
Homestreet Bank 10,000,000.00 0.2% 1 4
REPURCHASE AGREEMENTS -- 10% PER ISSUER
Credit Suisse LLC 50,000,000.00 1.2% A-1+ P-1 F1+
INVESTMENT POOLS -- 100% PER ISSUER
Washington State Treasurer's LGIP 361,604,714.16 9.0%
U.S. GOVERNMENT (Full Faith & Credit) -- 100% PER ISSUER
U.S. Treasury Obligations 249,679,442.80 6.2% AAA Aaa AAA
MUNICIPAL OBLIGATIONS (Taxable) -- 5% PER ISSUER. CREDIT RATING OF AT LEAST "A"
City of Phoenix, AZ 15,000,000.00 0.4% AAA Aal
Westchester County, NY 2,335,000.00 0.1% AAA Aaa AA+
FEDERAL AGENCY OBLIGATIONS {GSEs) -- 50% PER ISSUER
Federal National Mortgage Association (FNMA) 948,109,048.10 23.5% AAA Aaa AAA
Federal Home Loan Bank (FHLB) 928,854,164.00 23.0% AAA Aaa AAA
Federal Home Loan Mortgage Corporation (FHLMC) 928,473,474.38 23.0% AAA Aaa AAA
Federal Farm Credit Bank (FFCB) 216,170,055.56 5.4% AAA Aaa AAA
4,036,136,837.00 100.0%

(o] i f Rating Agency Credit Scores
verview of Rating Agency ¢ it Scor

(1) The table in the lower-right corner gives the range of Short-term | R .
investment grade credit ratings. Grade Grade
(2) IDC Bank ratings are provided by IDC Financial Publishing: Highest Lowest Highest Lowest
1=8uperior, 2=Excellent, 3=Average, 4=Below Average, 5=t owest.

- -3 B-
Safe & Sound CAEL is a bank rating service provided by S&P ) A+ A AAA BB
Bankrate.com: 1=Superior, 2=Sound, 3=Performing, 4=Below Moody's P-1 P-3 Aaa Baa3
Average, 5=Weak. Fitch Fi+ F3 AAA BBB-

Note:(NW) equals negative credit watch & (NO) equals negative outlook.
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TOTAL RESIDUAL FUND

EARNINGS DISTRIBUTION RATE

6.00% ts522% 1.80
481% 4.76% . + 1.60
5.00% 4.56%  4.38% %
@ T 3em 3.58% P
® 4.00% 1 9070 o + 1.20
@ 318% 303% 291% 289% 295% | ;g
 3.00% B
E + 0.80 a
l‘l.‘l 2.00% + ‘___..\‘_"'Ag R . + 0.60
- bl i e e & - %\‘___’A 1
100% 1 0% 0% o5 055 083 050 48 048 049 053 050 4, 050 g;g
0.00% . t + t + + t + + + + . 0.00
Sep-07 Oct-07 Nov-07  Dec07 Jan-08 Feb-08 Mar-08  Apr-08 May-08  Jun-08 Jul-08 Aug-08  Sep-08
F—I—MONTH AVERAGE (1) +DURATIOng
(1) Not adjusted yet for realized losses on commercial paper investments.
AVERAGE BALANCE
6,000
5,000 319\ 4,699
4,224 4,331 A 4212
4,026 ! \ 4,054 3,942 | 3886 4,042 ! 3,999 | 4,064 | 3005
4,000 ‘-”/ S T s e S, 28 -
2
:_% 3,000 ;=F—_—'—?=="/'
=
[-:3
2,000
1,023 | 1,072 | 1,085 | 1,031 | 1,028 | 1,018 | 987 | o989 | 1121 | 1.088 | 1,075 | 1,024 | o29
1,000 +—1ii L = - g |
Sep-07 Oct-07 Nov-07 Dec07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08
F—I—AVERAGE CORE MAX. CORE(PER K.C. POLICY) —#——AVERAGE TOTAL RESIDUALJ
CX FUND YTD INTEREST EARNINGS
September 30, 2008
BUDGET (1) ACTUAL DIFFERENCE
YTD AVG BALANCE (millions) $220 $219 ($1.0)
YTD YIELD 3.65% 3.41% -0.24%
INTEREST DISTRIBUTION ($) $6,002,708 $5,579,536 ($423,172)
AUTOMATIC INTEREST (8) $0 $61.453 $61.,453
TOTAL INTEREST (8$) $6.002,708 $5.640.989 (8361.719)
YTD POOL FEE REVENUE
BUDGET ACTUAL DIFFERENCE
POOL FEE DUE TO CX $4,248,750 $3,804,298 ($444,452)
POOL FEE DUE TO FBOD $112,500 $84 511 ($27,989)
TOTAL YTD POOL FEES 4,361,250 3.888.809 472.441

YTD TOTAL POOL
DISTRIBUTION $106,212,861

(1) Average budgeted yield for the entire year is 3.48% (simple average).
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LIQUIDITY POOL

COMPARATIVE EARNINGS RATES

6.00%
5.00%
4.00% |
3.00% F 2.579
.4@%
2.00% |
1.89%
1.00% }
0.00%
Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08
——KC LIQ. POOL (1) — ¢ — STATE POOL
—a—MONEY FUND

(1) Not adjusted yet for realized losses on commercial paper investments.

COMPARISON OF AVERAGE DAYS TO MATURITY |

100

70

60

50

40 | e
_._____'___.038
30 F

20

Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08

Fl—Kc LIQ. POOL — ¢ — STATE POOL —a—MONEY FUND

Sources: Money fund data: 1BC/Donoghue Money Fund Report Averages seven day money market fund indexes. "Public Investor".
State Pool data:  Monthly State of Washington Local Government Investment Pool report.
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CORE POOL

COMPARATIVE MONTHLY MARKET YIELD RETURNS

6.00% |

5.00% |479%

4.45%
4.18% 4.14%

4.00% T4.23%
3.17%

3.13%

3.03% 2.96%

3.44% 3.409 2.88%

3.00%

3.05% 3.03% 206% 2.87%

2.66%
2.00% | 221% 2.16%

1.00% . 1 1 s L . t 4 . . t 4
Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08

I;I—KC CORE POOL —&—MERRILL LYNCH 1-4.99

Core portfolio rate is reported as market yield, not accrual basis, and therefore the liquidity rate and core rate may not equal pool distribution rate.

COMPARISON OF AVERAGE DURATION

5.00
450 F
4.00
350

3.00

297 2906 226 233 228 227 233 231 230 236 237

250 F221 220

2.00
150 } 1 61
150 - 1.56  1.52
1.39 1.37
100 } 132 126 q1p1 132 117 129
‘ 1.09
0.50
0.00 . . : s . L s 4 . 4 4 4
Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08
[—8—KC COREPOOL  ——MERRILL LYNCH 1-4.99
Source: Merrill Lynch index: Bloomberg Financial Markets
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MORTGAGE-BACKED POOL:

COMPARATIVE MONTHLY MARKET YIELD RETURNS

7.50%
6.50% |
5.58% 5.57%
v
5.50% | 5.14% 5.12% 5AT% 5 og0s 922% 5.08% 5.33%
5.23% 5.18%
0, 0,
450% b 4.99% 4.98% £ oo 4.80% 4.80% 4.94% 4.98%
0 ' 4.45%
4.39% 4.22% 4 139%
3.50% |
2.50%
1.50% . . . . . 4 L . 4 4 4
Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08
|:I--KC MBS POOL  ——MERRILL LYNCH 0-5
COMPARISON OF AVERAGE DURATION
43 |
33 F
[72]
Dﬁ: 23
>.
1.3
03 |
-0.8
Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08
(+ KC MBS POOL —e—MERRILL LYNCH 0-5
Source: Merrill Lynch index: Bloomberg Financial Markets
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GAIN / LOSS SUMMARY

RESIDUAL FUND: TOTAL REALIZED GAIN OR LOSS (1)

650

450 +

250

50

-334 -27.2 - 9 -29.0 -259 -257 -

$ Thousand

-344 -31.5
(180)

(350)

(550) |

(750) -
Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08

NET UNREALIZED GAIN OR LOSS (CORE PORTFOLIO ONLY)

60

50

4 |

235 242 238

20

10

$ million

-40
Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08 Jun-08 Jul-08 Aug-08 Sep-08

(1) Excludes losses from impaired CP
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Impaired Pool

Holdings Report
9/30/2008
Estimated
Commercial Paper Current Book Future Cash  Estimated Future
Issuer Status Value Recovery Unrealized Loss
Mainsai Il Restructured 3,022,926.58 782,000.00 2,240,926.58
Cheyne Finance Restructured 787,502.14 507,750.00 279,752.14
Rhinebridge Restructured 1,885,308.89  1,134,600.00 750,708.89
Victoria Finance (1) Restructuring In Progress 52.879,463.00 29,083,704.65  23,795,758.35
Total  58,5675,200.61 31,508,054.65  27,067,145.96
[Fair Value Ratio 0.5379 |

(1) Victoria Finance restructuring is not complete. Using market price to estimate cash recovery and unrealized loss.

Impaired Pool
Realized Loss Report

Jul-08 Aug-08 Sep-08
Realized Losses - Impaired Pool 16,472,723.61 18,753,526.26  38,070,657.04
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INTEREST RATE SUMMARY

6.00%

Fed Treaury Yield Curve
5.50% | Funds
5.00% +
A A
4.50% + /ﬂ/
0 I A A
4.00% o —
3.50% +
KING COUNTY
3.00% 1 POOL2.95% ..
2.50% +
200% + <
1.50% +
1.00% +
0.50% +
0.00%
& & &E& I
Qo“b > © ';\ "T} é O "bGL
&
—e—10/1708 —-<— 09/19/08 —a—1YEARAGO O KING COUNTY POOL 2.95%
10/1708 09/19/08 1 YEAR AGO
Fed Fund Target 1.50% 2.00% 4.75%
3M T-Bill 0.80% 0.96% 3.86%
6M T-Bill 1.23% 1.56% 4.11%
1Y T-Note 1.29% 2.12% 4.13%
2Y T-Note 1.62% 2.18% 3.92%
5Y T-Note 2.84% 3.04% 4.14%
10Y T-Note 3.93% 3.81% 4.49%
30Y T-Note 4.33% 4.38% 4.77%
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